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Financial Highlights 

(in thousands except per share amounts) 


Per common share 


1978 

Sales 

Gross 

margin 

Net 

earnings 

Net 

earnings 

Cash 

dividends 

Price range 
(NYSE) 

Fourth Quarter 

$1,326,038 

$320,848 

$ 30,435 

$ .65 

$ .21 

13 5 /s -15% 

Third Quarter 

1,101,875 

262,408 

14,777 

.32 

.21 

15 -18% 

Second Quarter 

1,155,655 

276,296 

20,379 

.44 

.20 

13% -16% 

First Quarter 

1,074,841 

255,397 

14,809 

.32 

.20 

12 5 /a -14 

Year 

$4,658,409 $1,114,949 

$80,400 

$1.72 

$ .83 


1977 

Fourth Quarter 

$1,155,402 

$275,991 

$ 25,416 

$ .54 

$ .18 

125/8-14% 

Third Quarter 

987,693 

229,884 

13,457 

.29 

.18 

13% -15% 

Second Quarter 

960,335 

227,729 

14,819 

.31 

.18 

13%-15% 

First Quarter 

931,939 

220,241 

12,783 

.27 

.16 

12% - 15V 2 

Year 

$4,035,369 

$953,845 

$ 66,475 

$1.41 

$ .71 



Quarterly data is unaudited. See financial review, page 22. 

Previously reported amounts have been restated to reflect the change in accounting for leases and a second quarter 
1978 pooling of interests and adjusted for the 3% stock dividend in each year. Per share amounts, based on average 
shares outstanding during each period, may not add to total for the year. 


SHAREHOLDER INFORMATION 

Lucky Stores, Inc. is a diversi¬ 
fied, high volume retailer operat¬ 
ing more than 1300 stores of 
various types in 33 states. In 
addition to retail stores and res¬ 
taurants, the Company also 
operates warehouses, distribu¬ 
tion facilities and manufacturing 
plants to supply the stores. 


Executive Offices: 

6300 Clark Avenue 
Dublin, California 94566 

Counsel: 

Donahue, Gallagher, Thomas 
& Woods 

Oakland, California 

Independent Accountants: 
Price Waterhouse & Co. 


The annual meeting of share¬ 
holders will be held May 24, 
1979. Proxies for use at the 
meeting will be solicited by the 
separate mailing of a notice of 
the meeting, proxy statement 
and form of proxy about April 
20,1979. 

Shareholders may obtain at no 
charge a copy of Lucky’s 10-K 
annual report filed with the 
Securities and Exchange Com¬ 
mission by writing to the Secre¬ 
tary at the executive offices. 


Transfer Agent: 

Bank of America, N.T.&S.A. 
World Headquarters Bldg. 
San Francisco, Calif. 94104 

Registrar: 

United California Bank 
405 Montgomery Street 
San Francisco, Calif. 94104 


The common shares of the Com¬ 
pany are listed on the New York 
and Pacific Stock Exchanges, 
symbol LKS. 
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The senior corporate executives of Lucky develop the policies,' 


merchandising philosophy and long range plans that are carried out by 
the operating regions and divisions. Their careers wittnLucky and its 
predecessor companies represent more 1 than 200 years of retailing 
’experience, Erom.le/t to right above, are Messrs. StelL Owen. Fisher, 
Roush; Ritchey. Godlas and Awes. . . ;> ,/ ' ■ ‘ ; • 
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Report to Shareholders, Customers and Employees 


1978 was a fine year with 
record highs set in both sales 
and earnings. Sales were in ex¬ 
cess of $4.6 billion —a 15% in¬ 
crease over the prior year. Net 
earnings exceeded $80 million — 
up 21% over 1977 — and pro¬ 
duced a net margin of 1.7%. 
Primary per share earnings were 
$1.72 and diluted earnings were 
$1.64. The return on average 
total shareholder equity was a 
handsome 26% for the year. 

Your Company is a three part 
retailer. About 32% of the pretax 
profits are now produced by var¬ 
ious specialty and other stores 
and one third by the food stores. 
For the first time in Lucky’s his¬ 
tory, the department stores pro¬ 
duced the largest share of the 
profits — over 34%. 

The year included a number of 
unusual events. The severe 
winters of 1978 and early 1979 
caused many problems includ¬ 
ing the increase of produce 
prices to very high levels. Beef 
prices have risen rapidly to all- 
time high wholesale levels and it 
is generally conceded that beef 
will continue to rise during 1979. 
Finally, your Company suffered 
through major strikes affecting 
each of the food regions; the 
worst of these was a 16 week 
Teamster work stoppage in 
Northern California. 

The financial condition of 
Lucky remains very sound. The 
net worth increased by $50 mil¬ 
lion to $334 million, while work¬ 
ing capital was over $190 mil¬ 
lion. Our cash balance allowed 
us to do a substantial amount of 
short-term investing and interest 
income more than doubled to 
$5.6 million. The tax rate was 
48.5% — up slightly over the 
prior year. The new 46% federal 
tax rate will be very helpful in 
1979. No long-term financing is 
anticipated during 1979 other 
than real estate mortgages on 
new properties. 

A major change in the senior 


management staff took place in 
May 1978. S. Donley Ritchey be¬ 
came President and Chief Oper¬ 
ating Officer and James L. Stell 
became Vice Chairman of the 
Board. During the year we pro¬ 
moted two fine executives to the 
position of Senior Operating 
Vice President: Morton Godlas 
assumed this position for gen¬ 
eral merchandise and Leon 
Roush for food operations. 

In 1978 capital expenditures 
totaled $57 million, excluding 
facilities purchased by our real 
estate subsidiaries. We opened 
120 stores and closed 32. The 
large number of closings indi¬ 
cates stepped-up action on re¬ 
placing small and marginal 
units. We ended the year with 
1,317 stores, having added 
about 2.6 million square feet of 
store space. 1979 we plan to 
open about 170 stores and close 
25, and our capital expenditures 
for new and existing facilities 
should be in the neighborhood 
of $90 million. During 1978 we 
opened an automated grocery- 
nonfood warehouse in Vacaville, 
California, an apparel distribu¬ 
tion facility in Secaucus, New 
Jersey and a new auto parts- 
general merchandise warehouse 
in Denver, Colorado. The new 
Southern California bottling 
plant went into full production 
this past year and a can bever¬ 
age line is being added in 1979. 
We shall also be underway with 
construction on new grocery 
warehouses in Houston, Texas 
and Irvine, California. Our 
T-Chem plant will begin produc¬ 
ing dry chemical items in 1979 
and we plan to install a photo 
finishing plant in Southern 
California. 

At the February 1979 meeting 
of the Board of Directors a first 
quarter cash dividend of 25 cents 
was declared on the common 
shares. This is a 19% increase 
over the 21 cent quarterly rate 
paid during fiscal 1978. It was 


the 15th out of the last 16 years 
that cash dividends on common 
shares have been increased. The 
Board concluded that the goal of 
increasing the number of share¬ 
holders and distribution of 
shares, which was the primary 
purpose behind the policy of 
issuing small annual stock divi¬ 
dends, had been accomplished. 
Therefore, it decided to discon¬ 
tinue the 3% stock dividend. 
This decision contributed to the 
Company’s ability to increase 
the cash dividend rate signifi¬ 
cantly. 

Two fine acquisitions were 
made during the year and an¬ 
other shortly after the yearend. 
These are described in more 
detail elsewhere in this report. 

The year 1979 has started with 
high inflation, voluntary wage 
and price controls, and the 
worst winter weather in recent 
history. Yet, despite all of these 
factors and an uncertain eco¬ 
nomic climate, your Company is 
looking forward to another 
record-setting year. All of the re¬ 
gions, divisions and subsidiaries 
are moving forward at a fine 
pace with a number of very 
viable types of retailing facili¬ 
ties. Most important of ail, 
Lucky’s employees, now over 
58,000 with the addition of Kash 
N’ Karry, are one of the finest 
teams in retailing. 

We thank you, our sharehold¬ 
ers, for your continued support 
of the Company. I assure you, 
the Board of Directors is watch¬ 
ful of your interest and very 
helpful to management in at¬ 
tempting to maximize yourCom- 
pany’s growth. 



W.H. Fisher 
Chairman of the Board 
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Food Stores 


Food remains the major part 
of Lucky’s business. 

About one third of our stores 
are supermarkets and discount 
centers. An increasing propor¬ 
tion of these, including virtually 
all those opened in the past 
three years, are discount centers. 
These larger units feature wider 
assortments of nonfood mer¬ 
chandise than the conventional 
supermarkets and produce sig¬ 
nificantly higher sales volumes. 
Together, these two types of 
food unit account for more than 
60% of your Company’s total 
sales. 

The third type of food unit, 
also an important element of our 
food operations, is in each Gem- 
co and Memco department store. 
The 24,000 square foot food de¬ 
partment handles grocery, meat 
and produce items, and provides 
more than one third of the 
store’s sales volume. 

At the yearend we were oper¬ 
ating 500 of these three types of 
food unit. 


Supermarkets 

average 21,000 square feet 
Plan 

1979 1978 1977 
Acquired 36 — — 

Closed 8 16 18 

Converted to 

discount centers 18 1 1 

Operating at 

yearend 189 179 196 

Total square feet 

(in thousands) 4,000 3,748 4,074 


Discount Centers 
average 31,000 square feet 
Plan 

1979 1978 1 977 
Opened 36 18 36 

Acquired 12 — — 

Closed — 3 — 

Converted from 

supermarkets 18 1 1 

Operating at 

yearend .. 315 249 233 

Total square feet 

(in thousands) 9,650 7,738 7,284 


Lucky 



Food store sales increased by 
14% over 1977, in spite of the 
adverse effect of a 16 week 
strike involving the Northern 
California warehouses and a 
brief work stoppage in each of 
our other two regions. The Con¬ 
sumer Price Index for food at 
home increased during the year 
at the highest rate since 1974. 
While it must be recognized that 
much of this sales increase re¬ 
sulted simply from the higher 
prices, real gains in sales and 
customers served were achieved. 

Lucky continues to follow the 
discount pricing format by which 
all of our food units have operat¬ 
ed since 1967. We believe this 
policy of low everyday pricing 
will best serve our objective of 
providing our customers with 
the lowest total food.cost in a 
period of rising prices as well as 
in periods of price stability. 


Eagle 



Food store profit margin de¬ 
clined slightly from that of 1977, 
primarily as a result of the Nor¬ 
thern California warehouse 
strike. Volume levels in that area 
have now returned to normal, 
and the adverse effects appear 
to be behind us. 


In July 1978 we acquired 
Regal Packing Company. Its 
plant in San Leandro, California 
manufactures sausage, hot dogs 
and other items, and is the sup¬ 
plier of many of our Lady Lee 
luncheon meats. 

On March 1 we completed the 
acquisition of the Kash N’ Karry 
stores in and around Tampa and 
St. Petersburg on Florida’s west 
coast. In addition to 48 food 
stores, twelve of which have ex¬ 
tensive nonfood departments 
similar to our discount centers, 
Kash N’ Karry operates a650,000 
square foot warehouse in Tampa 
that supplies the stores with 
groceries, frozen food, meat and 
produce. We believe Lucky’s 
entry into food retailing in the 
fast-growing Florida market of¬ 
fers your Company a great new 
opportunity for further growth. 


Food Basket 



Of the 36 new discount cen¬ 
ters planned for 1979, about 
one third are in our Midwestern 
Region, primarily Illinois, about 
one third in California and the 
balance in other states in which 
we are now operating food 
stores. 
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The broad range ot quality merchandise at very attractive prices is a 
major (actor in the success of these compact and efficient retailing 
units that we are-proud to call America’s finest membership stores. 
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Department Stores 

The Gemco and Memco mem¬ 
bership department stores had 
an excellent year. Sales were up 
18% and pretax earnings up 
37% over 1977, enabling these 
stores to produce more than 
one fourth of your Company’s 
sales and over one third of its 
pretax earnings in 1978. They 
achieved new highs in both total 
sales of $1.4 billion (including 
concessions) and average sales 
per store of $20.4 million, with 
the California store average near¬ 
ly $2 million higher. Even ex¬ 
cluding the food departments 
with their higher volumes, these 
stores achieved sales of $200 
per square foot of selling area. 

The growth of this important 
segment of your Company from 
its small beginnings in the early 
1960s is shown by the chart at 
the right. It is now fifth largest 
among the mass merchandise 
retailers in the United States. 


Gemco & Memco 

average 110,000 square feet 
Plan 

1979 1978 1977 
Opened 5 5 6 

Closed — — 3 

Operating at 

year end 77 72 67 

Total square feet 

(in thousands) 8,530 8,001 7,459 


The stores are all about the 
same size, with similar floor 
plans and merchandise layouts, 
a customer convenience that our 
members appreciate. These 
are attractive, efficient stores 


that emphasize quality merchan¬ 
dise, mostly national brands, at 
very competitive prices. They 
carry a wide assortment of gen¬ 
eral merchandise in individual 
departments, each with its own 
identity and checkouts. Each 
store has a complete food de¬ 
partment. 

The stores normally operate 
six days a week, Tuesday through 
Sunday, in order to provide the 
greatest shopping convenience 
to the members at the most eco¬ 
nomical operating cost. Total 
active membership is now nearly 
5Vz million. In California, where 
we now have 52 stores, we esti¬ 
mate that nearly half of the fami¬ 
lies belong to Gemco. 


The increase in earnings re¬ 
sulted in part from the increased 
sales volume, but also from a 
modest improvement in gross 
margin and careful control of 
operating expenses. 

The change from bi-weekly 
advertising mailers to a monthly 
magazine called the “Courier,” 
accompanied by increased tele¬ 
vision advertising emphasizing 
the benefits of Gemco or Memco 
membership, has been very suc¬ 
cessful. 

During the fall, three new 
stores opened in Southern Cali¬ 
fornia and one in Northern Cali¬ 
fornia; these stores achieved 
very satisfactory sales volumes 
and produced a significant pro¬ 
fit. Another was opened in 
Houston, our sixth Gemco in 
Southeast Texas. 

Plans for 1979 include stores 
in California, Arizona, Maryland 
and Nevada. 



DEPARTMENT STORE 
GROWTH 
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Specialty Stores 


The specialty store group now 
includes four principal types of 
store—women’s apparel, drug 
and sporting goods stores and 
the recently acquired Yellow 
Front family department stores. 



Pic-A-Dilly & It’s-A-Diliy 
average 4,000 square feet 

Plan 
1979 

Opened 30 

Closed 3 

Operating at 
year end 190 

Total square feet 
(in thousands) 715 


The Pic-A-Dilly stores (called 
It’s-A-Dilly in the Los Angeles 
area and in Oklahoma) were ac¬ 
quired in 1977. 

Sales in these stores softened 
somewhat in the second halt of 
the year; however, with the 
beginning of the spring season 
sales have firmed and the out¬ 
look for 1979 is now quite 
positive. 

Eleven of the new stores open¬ 
ed during 1978 were in Texas, 
giving us a total of 22 stores in 
that state, primarily in the Hous¬ 
ton and Dalias-Ft. Worth areas. 
The first two of these stores in 
Minnesota were opened in the 
fall of 1978 and in March 1979 
we opened the first three in 
Oklahoma. Additional stores in 
all these areas are planned for 
1979, as well as a substantial 
number in California and other 
western states. 

When we acquired Pic-A-Dilly 
in 1977 there were 109 stores, 
served by a 65,000 square foot 


distribution center in Menlo 
Park, California. With the growth 
that has occurred since then this 
facility has reached its capacity, 
and a 57,000 square foot addi¬ 
tion is now under construction 
to handle planned growth. 

Yellow Front 

average 11,000 square feet 
Plan 

_1979 1978 1977 
Opened 18 20 11 

Closed 3 5 9 

Operating at 

year end 106 91 76 

Total square feet 

(in thousands) 1,150 995 827 

The Yellow Front family de¬ 
partment stores are part of Val ley 
Distributing Company, acquired 
in a pooling of interests transac¬ 
tion in the second quarter 1978. 
More than half of these stores 
are in Arizona and most of the 
rest are in other mountain states. 



These stores offer a wide vari¬ 
ety of merchandise; soft goods 
represent about half of their 
volume, and they are particularly 
strong in sporting goods. About 
40 that we refer to as “combi¬ 
nation” stores also include ex¬ 
tensive automotive parts and 
accessories lines. 

The Yellow Front stores had 
an excellent year, showing 
strong sales and profit gains 
over the prior year. We believe 
these small department and 
combination stores offer an ex¬ 
cellent opportunity for expan¬ 
sion throughout the balance of 
their trade areas. 


Imported goods, especially 
from the Orient, have been an 
important part of Yellow Front's 
merchandising activity for many 
years. Because of the expertise 
Valley’s management has de¬ 
veloped, ali of our import buying 
has been brought under the 
direction of Jacob E. Henegar, 
Valley Division Manager, follow¬ 
ing the retirement of David 
Grand, who had headed our Le 
Gran Imports. We expect con¬ 
tinued growth in this important 
aspect of our specialty stores 
business. 

L & G Sporting Goods 

average 7,000 square feet 

Plan 
1979 

Opened 6 

Operating at 
year end 19 

Total square feet 
(in thousands) 137 

The sporting goods stores in 
Southern California had an out¬ 
standing year. There were good 
increases in both sales and pre¬ 
tax profits of comparable stores, 
and the four new stores opened 
during the year produced signifi¬ 
cant profits as well. 

These stores are now well es¬ 
tablished in their marketing area 
and we plan to open about six to 
eight stores a year in each of the 
next three years. 

Mays & Stacy 

average 13,000 square feet 
Plan 

1979 1978 1977 
Closed 1 — 2 

Operating at 

year end 19 20 20 

Total square feet 

(in thousands) 233 246 246 

The drug stores include 19 
Mays stores in Illinois, Iowa and 
Wisconsin and one Stacy drug- 
variety store adjoining one of 
our supermarkets in the Los 
Angeles area. The stores pro¬ 
duced modest increases in sales 
and profits during the year. 


1978 1977 
23 47 

163 140 

608 521 


1978 1977 
4 3 

13 9 

96 68 
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Fabrics, Restaurants and Automotive 



Hancock Fabrics 
& Fabric Warehouse 

average 16,000 square feet 


Opened 
Closed 
Operating at 
year end 

Total square feet 
(in thousands) 


Plan 

1979 1978 1977 
20 18 10 
7 5 4 

172 159 146 

2,850 2,557 2,344 


Fabric sales increased by 7% 
and pretax earnings by 22% over 
1977. This represents a signifi¬ 
cant recovery in both sales and 
profits, which had been adverse¬ 
ly affected last year by the loss 
of a major wholesale customer 
and by generally difficult condi¬ 
tions in the industry. Most of 
the sales increase was in the re¬ 
tail stores; profits improved in 
both wholesale and retail oper¬ 
ations. 

Hancock Textile Co. operates 
three types of retail unit: Han¬ 
cock stores, which average 
15,000 square feet and offer a 
large assortment of fabrics, pat¬ 
terns and notions; Fabric Ware¬ 
house stores, of which there are 
now 15, that are 20,000 to 30,000 
square feet in size and offer even 
wider selections of promotional 
merchandise; and departments 
averaging 2,800 square feet in 
many of the Gemco and Memco 
department stores. Hancock 
operates a warehouse in Tupelo, 
Mississippi, which was enlarged 
this year, that serves its own 
stores and about 200 independ¬ 
ent fabric retailers. The Tupelo 
warehouse includes'a bundling 
department which processes 


about a million yards of fabric 
each month. 

The growing popularity of the 
new “disco” look in fabrics, re¬ 
newed interest in woolens and 
some of the changes now oc¬ 
curring in the structure of the re¬ 
tail fabric market all point to¬ 
ward continued improvement in 
Hancock’s performance. 



Sirloin Stockade 
& Fred Gang’s 

average 4,000 square feet 


A major step in strengthening 
the management of the stores 
was taken in 1978 with the addi¬ 
tion of a second assistant man¬ 
ager in each store. The benefits 
from better control over store 
operations, improved customer 
service and higher employee 
morale have been substantial. 

In addition to the twelve 
stores opened during the year, 
Sirloin remodeled thirteen older 
stores, replacing carpeting, in¬ 
terior furnishings and decor to 
improve appearance and cus¬ 
tomer acceptance. The results 
have been very favorable and 
about thirty stores are now 
scheduled for similar improve¬ 
ment in 1979. 

The Fred Gang’s full service 
dinner restaurants in Oklahoma 
City and Memphis continue to 
show excellent results.Our plans 
include several more such units. 


Plan 
1979 

Opened 20 

Closed 2 

Operating at 
year end 180 

Total square feet 
(in thousands) 750 

Restaurant sales and profits 
reached new highs in 1978. Al¬ 
though fourth quarter sales were 
somewhat below expectations 
as a result of the severe winter 
weather throughout much of the 
Midwest, Sirloin Stockade sales 
have made a strong recovery 
since the yearend. 

The cost of food products, es¬ 
pecially beef, increased through¬ 
out much of the year and con¬ 
tinues to do so. Although this 
has necessitated some menu 
price increases, we have been 
able to maintain satisfactory 
margins while remaining com¬ 
petitively priced. We have also 
expandedjhe menu to include 
lower prfced items such as 
poultry and fish. 


1978 1977 
12 12 

1 3 

162 151 

678 639 



Kragen & Dorman’s 

average 6,000 square feet 


Opened 
Closed 
Operating at 
year end 

Total square feet 
(in thousands) 


Plan 

1979 1978 1977 
15 9 11 . 


88 73 64 
520 413 365 


Checker 

average 3,500 square feet 


Opened 
Closed 
Operating at 
yearend 

Total square feet 
(in thousands) 


Plan 

1979 1978 1977 
20 11 10 
1 2 3 

155 136 127 

565 510 481 
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Our automotive operations 
turned in a strong performance 
this year. Sales were up 24% 
and pretax earnings increased 
30% over 1977. 

There are two principal com¬ 
ponents of the automotive 
group. The Automotive Division, 
with headquarters in San Diego, 
operates 50 Kragen Auto Supply 
stores in Northern California 
and 23 Dorman’s Auto Centers 
and tire stores in Southern Cali¬ 
fornia. This division also sells 
and services heavy equipment 
tires and operates a retreading 
plant in San Diego for passenger 
car and truck tires. 

During the year this division 
continued the expansion into 
Orange County that began last 
year. Two Dorman’s Auto Cen¬ 
ters were opened and a number 
more are planned for 1979. 

The^other part of our auto¬ 
motive group is the Checker 
Auto Parts stores operated by 
Valley Distributing Company, 
acquired during 1978. At the 
yearend there were 136 of these 
stores, primarily in the Rocky 
Mountain states. These stores 
are similar to the Kragen stores 
but somewhat smaller, and stock 
about 2,500 items of acces¬ 
sories, batteries, filters, oil and 
rebuilt parts, serving primarily 
the home auto mechanic. The 
Checker stores are supplied by 
warehouses in Phoenix, Denver, 
Spokane and Salt Lake City. 

With the addition of Checker, 
your Company has become a 
major factor in auto parts retail¬ 
ing in the western part of the 
United States. Although tires 
are still a significant part of 
Dorman’s business in the San 
Diego area, auto parts now repre¬ 
sents over 80% of the sales of 
the automotive group. 




The'growth of -.leisure time activities, especially in the western part 
of the country, has created a substantial market for sporting goods', 
automotive accessories and other things ttiat go with outdoor living 
’Lucky’s retailing diversification is ideally suited to meet this deman 
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5 Year Summary of Operations 

(in thousands except per share amounts) 


1978 1977 1976 1975 1974 


Sales 

$4,658,409 

$4,035,369 

$3,637,754 

$3,229,308 

$2,784,804 

Gross margin 

1,114,949 

953,845 

828,026 

727,243 

619,710 

Operating expenses 

940,265 

806,396 

709,889 

612,297 

515,757 

Interest expense, net 

18,500 

18,542 

17,124 

15,609 

18,700 

Federal and state income taxes 

75,784 

62,432 

48,774 

48,079 

41,836 

Net earnings 

$ 80,400 

$ 66,475 

$ 52,239 

$ 51,258 

$ 43,417 

Earnings applicable to common shares 

$ 80,232 

$ 65,344 

$ 51,221 

$ 51,040 

$ 43,162 

Per share:* 






Primary 

1.72 

1.41 

1.11 

1.10 

.94 

Fully diluted 

1.64 

1.34 

1.06 

1.07 

.93 

Cash dividends per common share* 

.83 

.71 

.63 

.58 

.50 


Earlier years have been restated for 1978 change in accounting for leases, for 1978 and 1977 poolings 
of interests and for 1975 change in accounting for closed store costs. 

’Adjusted for3% stock dividends. 


Management Discussion 


Lucky’s 1978 sales were up 
15% over those of 1977. This 
compares with an 11% increase 
in 1977. The increase in sales 
was general throughout all seg¬ 
ments of the Company’s busi¬ 
ness. Some of the increase re¬ 
sulted from the addition of new 
stores as it normally does. There 
was also an increase in the sales 
of comparable stores which was 
well above the indicated increase 
in the retail price level as shown 
by the Consumer Price Index. 

Gross margin percentages 
have increased gradually during 
the years since 1974. This has 
resulted to some extent from in¬ 
creased margins in the Com¬ 
pany’s food operations, especi¬ 
ally during 1977 as the extreme 

Total retail units and 
floor space 

Stores opened 

Acquired by purchase or pooling 
Stores closed 
Operating at year end 
Total square feet (in thousands) — 
Opened and acquired (net of closings) 
Operated at year end 


Sales per square foot of net selling s| 


supermarket price competition 
of 1976 abated. But to a much 
greater extent it has resulted 
from an increase in the propor¬ 
tion of the Company’s total 
sales arising from its other oper¬ 
ations, all of which produce 
higher gross margins than do 
food stores. 

The increases in gross margin, 
however, have been accompa¬ 
nied by increases in operating 
expenses, which have risen to 
20.2% of sales in 1978. This is 
only a slight increase over 1977, 
but it is up 1.7 over the 1974 
figure of 18.5%. The expenses 
that caused most of the increase 
during 1975 through 1977 — 
wages, employee benefits and 
energy costs — increased only 
moderately during 1978. 


Although interest expense has 
increased in recent years as the 
result of additional long-term 
borrowing, primarily by the 
Company’s real estate subsidi¬ 
aries to finance new stores and 
other facilities, the increase in 
1978 was entirely offset by in¬ 
creased earnings from short¬ 
term investment of surplus funds 
at the higher money market 
rates that prevailed throughout 
most of the year. 

The combined rate of federal 
and state income tax varies 
slightly from year to year as the 
amount of investment credit 
varies in relation to pretax profit. 
In 1974, the last year the invest¬ 
ment credit was at 7%, our ef¬ 
fective tax rate was just over 
49% of pretax profit. In 1975 the 
investment credit increased to 
10%, and our effective tax rate 
since has ranged narrowly 
around 48.4% of pretax profit. 


Food stores 
Department stores 
Excluding food department 
Fabric stores 
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Consolidated Earnings 

Years ended January 28,1979 and January 29,1978 
(in thousands except per share amounts) 

Sales. 

Cost of goods sold. 


Expenses — 

Selling, general and administrative. 

Depreciation and amortization. 

Interest, net of interest income of $5,649 and $2,400. 


Earnings before income taxes. 

Income taxes. 

Net earnings. 

Earnings per share, adjusted for 3% stock dividend in 1978: 

Primary. 

Fully diluted. 

* Restated for pooling of interests and change in accounting for leases. 
See financial review on pages 15 through 22. 


1978 

1977* 

$4,658,409 

3,543,460 

$4,035,369 
3,081,524 

1,114,949 

953,845 

896,074 

44,191 

18,500 

766,309 

40,087 

18,542 

958,765 

824,938 

156,184 

75,784 

128,907 

62,432 

$ 80,400 

$ 66,475 

$ 1.72 

$ 1.41 

$ 1.64 

$ 1.34 


Financial Review 1978 

The statements compare our fiscal years 1978 and 
1977 which are the52 week periods ended January 28, 
1979 and January 29, 1978. In the statements, dollar 
amounts are shown in thousands, but for easier read¬ 
ing in the financial review, they are shown in millions. 

ACQUISITIONS 

During the second quarter we acquired all of the 
outstanding shares of Valley Distributing Company, 
operator of family department stores and auto supply 
outlets, for 3,156,499 Lucky common shares. Because 
this transaction was accounted for as a pooling of 
interests, the financial statements are presented as 
though Valley had been a subsidiary for both years. 
Sales and net earnings of Valley were $121.2 million 
and $6.0 million, respectively, for 1977 and $30.6 
million and $1.1 million, respectively, for the three 
months of 1978 prior to acquisition. 

In July 1978 we purchased all of the assets and lia¬ 
bilities of Regal Packing Company, a manufacturer of 
luncheon meats, for 15,800 convertible preference 
shares. The net assets acquired are not material in the 
consolidated financial statements of Lucky. 

On March 1, 1979 we acquired substantially all of 
the assets and liabilities of Tampa Wholesale Com¬ 
pany, operator of 48 Kash N’ Karry supermarkets in 
western Florida. The cost of the acquired company 


was $26 million consisting of $9 million in cash and 
225,641 convertible preference shares. The acquisi¬ 
tion will be accounted for as a purchase. Accordingly, 
the results of operations of Kash N’ Karry will be in¬ 
cluded with those of Lucky from the date of acquisi¬ 
tion. Revenues and net earnings of Kash N’ Karry for 
its year ended December 30, 1978 were $254 million 
and $3.5 million, respectively. 

EARNINGS 

Earnings per share for 1978 increased 22% over 
those of 1977 as restated for the pooling of interests 
and retroactive application of Financial Accounting 
Standards Board Statement No. 13, “Accounting for 
Leases.” Primary earnings per share represent net 
earnings after preferred and preference dividends, 
divided by the weighted average number of common 
shares outstanding — 46,691,854 for 1978 and 
46,379,267 for 1977 after restatement for the pooling 
and adjustments for stock dividends. Fully diluted 
earnings per share give effect to shares that may be 
issued for convertible securities and stock options 
where the effect is to dilute earnings per share. 

INCOME TAXES 

In addition to federal income taxes, Lucky pays 
taxes on income to the various states in which it oper¬ 
ates. Deferred income taxes result primarily from our 
use of accelerated depreciation and actual rentals for 
tax purposes, in contrast with straight-line 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 














Consolidated Balance Sheet 

At January 28,1379 and January 29,1978 
(in thousands) 

ASSETS 1978_1977* 


Current assets: 

Cash and short-term securities. $ 37,541 $ 28,029 

Receivables. 35,267 29,457 

Inventories. 475,584 388,760 

Prepaid expenses and supplies. 24,961 21,601 

Reimbursable costs of property under development. 6,950 _ 39,594 

Total current assets. 580,303 507,441 


Property and equipment at depreciated cost: 

Operating companies. 

Real estate subsidiaries. 


Property under capital leases, less $76,638 and 

$72,339 accumulated amortization. 

Licenses, receivables and other assets. 

Excess of cost over net assets acquired. 


* Restated for pooling of interests and change in accounting for leases. 
See financial review on pages 15 through 22. 


211,855 

111,969 

192,213 

69,856 

323,824 

262,069 

112,393 

110,917 

11,764 

10,641 

14,562 

14,687 

$1,042,846 

$905,755 


depreciation and capital lease amortization in the 
financial statements. 

Other than the investment tax credit, the only 
significant difference between the federal statutory 
tax rate and the federal provision is the deduction 
allowed for state taxes on income. 


PROVISION FOR INCOME TAXES 


Federal 

Current 

Deferred 

Investment tax credits 

1978 


1977 


Amount 

%* 

Amount 

%* 

$68.0 

2.0 

(5.2) 

43.6 

1.3 

(3.4) 

$58.5 

(1.0) 

(4.0) 

45.4 

(.8) 

(3.1) 

Total federal 

64.8 

41.5 

53.5 

41.5 

State 





Current 

10.7 

6.9 

9.1 

7.1 

Deferred 

.3 

.1 

( -2) 

( -2) 

Total state 

11.0 

7.0 

8.9 

6.9 

Total income taxes 

$75.8 

48.5 

$62.4 

48.4 


* Percent of earnings before income taxes 


CAPITAL EXPENDITURES 

Expenditures by operating companies for new facil¬ 
ities, equipment and improvements amounted to 
$57.2 million in 1978 compared with $52.1 million in 
1977. In addition, our real estate subsidiaries invested 
$45.4 million in new properties during 1978, up from 


$8.8 million in 1977. Our investment in property and 
equipment at each yearend was as follows: 

Operating Real estate 

companies _ subsidiaries 

1978 1977 1978 1977 

Buildings S 13.8 $ 12.7 $ 94.1 $ 57.8 

Leasehold costs and 
improvements 48.0 * 42.5 

Fixtures and equipment 338.4 300.0 11.0 6.2 

400.2 355.2 105.1 64.0 

Less-Accumulated 
depreciation and 

amortization 192.4 167.1 18.4 15.2 

207.8 188.1 86.7 48.8 

Land 4,1 4.1 25.2 21.1 

$211.9 $192.2 $111.9 $ 69.9 


The real estate subsidiaries are wholly owned by 
Lucky, and their properties are leased to Lucky. The 
properties have been financed through various institu¬ 
tional lenders with mortgages equal to the original in¬ 
vestment and are pledged to secure the mortgage 
notes payable. This method of financing allows Lucky 
to own selected properties with no initial down pay¬ 
ment. At January 28, 1979, reimbursable costs of 
property under development include $1.7 million 
that will be held by consolidated real estate 
subsidiaries. 
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LIABILITIES AND SHAREHOLDERS’ EQUITY 


1978 


1977’ 


Current liabilities: 

Accounts payable. 

Current notes payable. 

Current instalments on long-term obligations. 

Current portion of capital lease obligations. 

Accrued liabilities. 

Accrued income taxes. 

Total current liabilities. 

Long-term obligations - instalments due after one year: 

Operating companies. 

Real estate subsidiaries... 

Capital lease obligations . 

Deferred income taxes. 

Contingencies - Litigation 
Shareholders’ equity: 

Preferred and preference shares, authorized 100,000 
shares, $50 par value; 1,000,000 shares without par value 

(liquidation value $3,316 and $4,426). 

Common shares, authorized 100,000,000 shares, $1.25 par value 

Capital in excess of par value of shares issued. 

Retained earnings. 

Total shareholders’ equity. 


$ 213,938 

$187,944 

6,213 

3,895 

3,632 

4,034 

5,939 

5,832 

131,048 

106,910 

29,112 

31,327 

389,882 

339,942 

59,937 

72,172 

113,476 

71,775 

129,627 

126,669 

15,573 

11,244 


2,921 

4,426 

58,922 

56,474 

156,303 

132,666 

116,205 

90,387 

334,351 

283,953 

$1,042,846 

$905,755 


FINANCING 

In addition to working capital supplied by opera¬ 
tions, Lucky provides for its expansion program 
through various short-term and long-term borrowings. 

Short-Term Borrowing 

The maximum monthend borrowing was $7.4 
million during 1978 and $19.4 million during 1977. 
Average borrowings outstanding were not significant 
during either year; the average interest rate was 9.8% 
in 1978 and 7.7% in 1977. During 1978 and 1977 Valley 
Distributing Company maintained a $4.5 million line 
of credit, which it has now terminated. 

Long-Term Obligations 

The 1978 yearend balances, excluding $3.6 million 
current instalments, are: 

Operating companies: 

6% % convertible subordinated debentures, 


due in 2000 $ 35.8 

C/2% sinking fund debentures, 
due in 1996 21.0 

5% convertible subordinated debentures, 
due in 1993 .3 

Other 2.8 

S 59.9 

Real estate subsidiaries: 

5V8% to 9% % mortgage notes $113.5 


The 6 %% convertible subordinated debentures 
were issued in July 1975 to provide funds for our capi¬ 
tal expenditure program. They are callable at prices 
decreasing from 105.40% in 1979 to 100% after July 
15,1995 and require annual sinking fund deposits of 
$2.2 million beginning July 15, 1986. The debentures 
are convertible into 71 common shares for each $1 
thousand of principal. The 8 V 2 % sinking fund deben¬ 
tures, which were issued in 1971, are callable at 
prices decreasing from 105.10% of face value in 1979 
to 100% in 1991 and require annual sinking fund de¬ 
posits of $1.25 million through 1996. The 5% 
convertible debentures, which were issued in 1968, 
are convertible into 123 common shares for each $1 
thousand of principal and are callable at prices 
decreasing from 102.75% of face value in 1979 to 
100% in 1990. 

Required sinking fund deposits and principal pay¬ 
ments on long-term debt in each of the four years 
after 1979 are: 


Fiscal year 

1980 

1981 

1982 

1983 


Operating 

companies 

$1.9 

1.7 

1.6 

1.5 


Real estate 
subsidiaries 
$3.1 
3.3 
3.5 
3.8 
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Consolidated Changes in Financial Position 


Years ended January 28,1979 and January 29,1978 
(in thousands) 

SOURCES OF WORKING CAPITAL 1978 _ 1977* 


Operations: 

Net earnings. $ 80,400 $ 66,475 

Expenses not affecting working capital: 

Depreciation and amortization. 44,191 40,087 

Deferred income taxes. 4,329 _ 1,720 

128,920 108,282 

Issuance of preference shares. 1,185 

Disposition of property and equipment. 4,326 3,393 

Disposition of property under capital leases. 314 317 

Conversion of convertible securities and exercise of stock options. 9,079 1,170 

Long-term borrowings: 

Operating companies. 948 6,532 

Real estate subsidiaries. 45,365 8,761 

Capital lease obligations . 9,315 _ 10,909 

Total sources. 199,452 139,364 

USES OF WORKING CAPITAL 

Cash dividends. 37,576 30,696 

Additions to property and equipment: 

Operating companies. 57,184 52,100 

Real estate subsidiaries. 45,365 8,761 

Additions to property under capital leases. 9,315 10,909 

Reduction of long-term obligations. 12,429 8,624 

Reduction of capital lease obligations. 6,357 6,369 

Conversion of convertible securities. 7,020 500 

Redemption of preferred shares . 39 14,377 

Increase in licenses, receivables and other assets. 1,245 _ 146 

Total uses. 176,530 _ 132,482 

Working capital increase. $ 22,922 $ 6,882 


ANALYSIS OF WORKING CAPITAL CHANGES 

Increase (decrease) in current assets: 

Cash and short-term securities. $ 9,512 $( 5 , 375 ) 

Receivables.. 5,810 ( 1,671) 

Inventories. 86,824 36,254 

Prepaid expenses and supplies. 3,360 3,564 

Reimbursable costs of property underdevelopment. (32,644) 20,336 

72^862 53,108 

(increase) decrease in current liabilities: 

Accounts payable . (25,994) (20,409) 

Current notes payable. ( 2,318) ( 3,895) 

Current instalments on long-term obligations. 402 1,175 

Current portion of capital lease obligations. ( 107) ( 421) 

Accrued liabilities. (24,138) (19,831) 

Accrued income taxes.. 2,215 _ ( 2,845) 


(49,940) (46,226) 

Working capital increase. 22,922 

Working capital beginning of year. 167,499 _160,617_ 

Working capital end of year. $190,421 $167,499 


"Restated for pooling of interests and change in accounting for leases. 
See financial review on pages 15 through 22. 


18 

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 







































Consolidated Shareholders’ Equity 

(shares and amounts in thousands) 


Balance, January 30,1977: 

As previously reported. 

Adjustment to reflect 1978 pooling 

of interests . 

Adjustment to reflect lease 

capitalization. 

As restated . 

Net earnings for 1977*. 

Dividends: 

Preferred and preference. 

Common — 

Cash, 71$ a share 
Common shares, 3% (at approx¬ 
imate market value) . 

By subsidiary before pooling. 

Redemption of preferred shares 

by subsidiary before pooling. 

Conversion of convertible securities 

and exercise of stock options. 

Balance, January 29,1978 .... 

Net earnings for1978. 

Dividends: 

Preferred and preference. 

Common — 

Cash,83$a share. 

Common shares, 3% (at approx¬ 
imate market value) . 

Issuance of preference shares for 

Regal acquisition. 

Conversion of convertible securities 

and exercise of stock options. 

Balance, January 28,1979. 


Preferred and 
preference shares 

Common shares 

Capital in 
excess of 
par value of 

Retained 

Shares 

Amount 

Shares 

Amount 

shares issued 

earnings 

95 

$ 4,773 

40,786 

$50,982 

$118,698 

$ 77,972 

143 

14,338 

3,156 

3,946 

( 800) 

1,358 






( 9,578) 

238 

19,111 

43,942 

54,928 

117,898 

69,752 

66,475 






( 200) 






(29,565) 



1,134 

1,418 

13,726 

(15,144) 

( 931) 

(143) 

(14,338) 





( 7) 

( 347) 

103 

128 

1,042 


88 

4,426 

45,179 

56,474 

132,666 

90,387 

80,40r> 






( 168) 






(37,408) 



1,262 

1,578 

15,428 

(17,006) 

16 

1,185 





(54) 

(2,690) 

696 

870 

8,209 


50 

$ 2,921 

47,137 

$58,922 

$156,303 

$116,205 


'Restated for pooling of interests and change in accounting for leases. 
See financial review on pages 15 through 22. 


SHAREHOLDERS’ EQUITY 

Preferred and Preference Shares, issued in current 
and prior years’ acquisitions, are entitled to one vote 
each and substantially all are convertible into com¬ 
mon shares; 15,800 are redeemable at $100 a share 
and all others at $50 a share after various stipulated 
dates. If all conversion privileges are exercised, 
181,023 additional common shares will be issued. 

Stock Option Plan: In May 1978 shareholders ap¬ 
proved a stock option plan for employees. (Under the 
1969 qualified stock option plan no additional options 
could be granted after December 31,1978). Under the 
1978 plan, options for 2,500,000 common shares may 
be granted. Options have been granted to employees 


under both plans to purchase common shares at a 
price not less than 100% of the fair market value at 
date of grant. Options may not be exercised within 
two years from the date of grant; expire five years 
(1969 plan) and seven years (1978 plan) from the date 
of grant; and terminate, except to a limited extent in 
the event of retirement or death of the optionee, upon 
termination of employment. The 1978 plan provides 
that the Management Compensation Committee o 
the Board of Directors, at its discretion, may setn 
the whole or any part of an exercisable instalment . 
an option granted under the 1978 plan by offering 
ment in common shares, or in common shares r: 
cash, in exchange for the surrender of such inst.-ii 
ment or partial instalment. No more than one halt o- 
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any settlement offer may be in cash. The amount of 
any settlement offered shall be the lesser of the op¬ 
tion price or the excess of the fair market value of the 
shares over the option price. Charges to compensa¬ 
tion expense for the estimated amount which will be 
paid in future years to employees who elect to settle 
options amounted to $0.5 million during 1978. 


STOCK OPTION ACTIVITY 1978 1977 


Options outstanding at 
beginning of year 

1,076,922 

1,142,080 

Adjustment for 3% stock 
dividend 

30,030 

30,873 

Granted at $14.75 to $15.38 per 
share in 1978 and $13.23 to 
$15.29 per share in 1977 

612,350 

141,850 

Exercised at $7.11 to $14.02 in 
1978 and $7.11 to $15.91 in 

1977 

(204,293) 

( 61,434) 

Terminated 

(84,929) 

(176,447) 

Options outstanding at 
end of year 

1,430,080 

1,076,922 


Fiscal Operating Capital 

year leases leases 

1979 $ 44.4 $ 17.8 

1980 43.1 17.4 

1981 41.7 16.6 

1982 40.3 16.1 

1983 39.2 15.7 

Thereafter 484.6 209.9 

Total minimum rent $693.3 293.5 

Executory costs ( 1 - 8 ) 

Imputed interest (156.1) 


Present value of net minimum lease 
payments including $5.9 million 
classified as current portion of capital 
lease obligations $135.6 


RENT EXPENSE 1978 1977 

Minimum rent under operating leases $46.7 $39.9 

Additional rent based on sales 

under all leases 9.8 _ 7.6 

$56.5 $47.5 


Of the options outstanding at the end of 1978, 
431,267 were exercisable at $7.11 to $15.10 per share. 
Options for 1,897,659 shares are available for future 
grants. 

At January 28, 1979, 4,186,895 authorized but un¬ 
issued common shares were reserved for issuance 
upon conversion of convertible securities and exercise 
of stock options outstanding. 


LONG-TERM LEASES 

Most of our stores and some of our other facilities 
are leased from outside parties. Many of the leases 
have renewal options for periods ranging from five to 
thirty years. Some give us the option to buy the 
property at certain times during the initial lease term 
for approximately its estimated fair market value at 
that time, and some require Lucky to pay taxes and in¬ 
surance on the leased property. 

In 1978 Lucky changed its accounting for leases to 
conform with the provisions of Financial Accounting 
Statement No. 13 (FAS 13), “Accounting for Leases”, 
and restated prior years’ financial statements. Under 
the new method, leases defined as “capital leases” by 
FAS 13 are recorded as an asset and the related lia¬ 
bility as a long-term obligation. 

The accounting change decreased 1978 net earnings 
by $0.8 million and previously reported 1977 net 
earnings by the same amount. Retained earnings for 
years prior to 1977 were reduced $9.6 million by the 
retroactive application of FAS 13. 

Future minimum lease payments under capital and 
operating leases as of January 28,1979 are as follows: 


PENSION PLANS 

Lucky pays for various retirement plans covering 
most employees who are under collective bargaining 
agreements. 

We also have trusteed, non-contributory pension 
plans covering most other employees. Costs for these 
plans are determined by independent actuaries. The 
amount included in expense was $3.3 million in 1978 
and $2.6 million in 1977. 

INCENTIVE COMPENSATION PLANS 

Lucky has incentive compensation plans for store 
management and other management personnel cover¬ 
ing more than 3,000 employees. Provision for pay¬ 
ments to be made under the plans is based on pretax 
earnings in excess of a specified return on capital 
employed in Lucky's operations. The aggregate pro¬ 
vision under both plans was $13 million in 1978 and 
$12 million in 1977. 

SEGMENT INFORMATION 

Intersegment sales are not material. Entering into 
the determination of pretax earnings are general 
corporate expenses and net interest expense arising 
from general corporate debt and investments totaling 
$2.6 million in 1978 and $6.3 million in 1977. These 
expenses are allocated to food stores, department 
stores, specialty stores and automotive based on 
sales or assets employed, according to the nature of 
the expense. These expenses are not allocated to the 
fabric and restaurant subsidiaries. 

Assets employed at each yearend and the capital 
expenditures and depreciation and amortization dur¬ 
ing each year are: 
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Segment Information 









(not covered by report of independent accountants) 

Sales (in millions) 

1978 

1977 

1976 

1975 

1974 

FOOD STORES 

$ 2,861 

$ 2,514 

$ 2,305 

$ 2,096 

$ 1,845 

Percent of total sales 

61.4% 

62.3% 

63.3% 

64.9% 

66.3% 

DEPARTMENT STORES 

1,266 

1,073 

931 

780 

654 

(excluding cora-Sessions) 




Percent ot total sales 

27.2% 

26.6% 

25.6% 

24.2% 

23.4% 

SPECIALTY STORES 

204 

163 

134 

105 

79 

Percent of total sales 

4.4% 

4.1 % 

3.7% 

3.2% 

2.8% 

FABRICS 

124 

116 - 

123 

115 

103 

Percent of total sales 

2.7% 

2.9% 

3.4% 

3.6% 

3.7% 

RESTAURANTS 

66 

58 

48 

43 

32 

Percent of total sales 

1.4% 

1.4% 

1.3% 

1.3% 

1.2% 

AUTOMOTIVE 

137 

111 

97 

90 

72 

Percent of total sales 

2.9% 

2.7% 

2.7% 

2.8% 

2.6% 

TOTAL SALES 

$ 4,658 

$ 4,035 

$ 3,638 

$ 3,229 

$ 2,785 

Earnings-Pretax (in thousands) 






FOOD STORES 

$ 52,012 

$ 48,287 

$ 38,181 

$ 44,056 

$ 42,203 

Percent of total earnings 

33.3% 

37.4% 

37.8% 

44.4% 

49.5% 

DEPARTMENT STORES 

53,955 

39,414 

29,343 

26,871 

19,769 

Percent of total earnings 

34.5% 

30.6% 

29.0% 

27.0% 

23.2% 

SPECIALTY STORES 

19,047 

15,971 

11,297 

6,546 

4,462 

Percent of total earnings 

12.2% 

12.4% 

11.2% 

6.6% 

5.2% 

FABRICS 

15,434 

12,604 

12,967 

14,090 

12,512 

Percent of total earnings 

9.9% 

9.8% 

12.8% 

14.2% 

14.7% 

RESTAURANTS 

3,574 

3,266 

2,286 

2,882 

2,120 

Percent of total earnings 

2.3% 

2.5% 

2.3% 

2.9% 

2.5% 

AUTOMOTIVE 

12,162 

9,365 

6,939 

4,892 

4,187 

Percent of total earnings 

7.8% 

7.3% 

6.9% 

4.9% 

4.9% 

TOTAL EARNINGS 

$156,184 

$128,907 

$101,013 

$ 99,337 

$ 85,253 



Assets 

Capital 

Depreciation and 

1978 

employed 

expenditures 

amortization 

Food stores 

S 421.9 

$ 57.3 

$ 26.0 

Department stores 

344.0 

32.2 

11.6 

Specialty stores 

66.7 

4.7 

2.2 

Fabrics 

83.0 

1.2 

.6 

Restaurants 

36.2 

3.2 

1.9 

Automotive 

52.3 

3.6 

1.4 

Corporate 

38.7 

.3 

.5 


$1,042.8 

$102,5 

$ 44.2 

1977* 




Food stores 

$ 389.6 

$ 36.1 

$ 24.2 

Department stores 

289.4 

11.9 

10.1 

Specialty stores 

43.6 

3.8 

1.7 

Fabrics 

69.7 

.8 

.6 

Restaurants 

32.4 

6.7 

1.7 

Automotive 

46.3 

1.6 

1.3 

Corporate 

34.7 

— 

.5 


$ 905.7 

$ 60.9 

$ 40.1 


’Restated ior pooling of interests and change in accounting for 
leases. 

Assets are those directly employed by each seg¬ 
ment or allocated on the basis of estimated usage. 
Corporate assets are principally cash and the corpo¬ 
rate headquarters property. 


LITIGATION 

Civil suits have been brought against Lucky for sub¬ 
stantial damages under the antitrust laws and for cer¬ 
tain other matters. 

Among these are 18 lawsuits against Lucky and 
others, including many of the nation’s largest food re¬ 
tailers, alleging violation of the antitrust laws in con¬ 
nection with the purchase and sale of beef. These 
cases include purported class actions that could in¬ 
volve as plaintiffs all persons in the United States 
engaged in the business of raising and selling cattle. 
These actions seek substantial damages and other re¬ 
lief, and adverse judgments could have a significant 
impact on the Company and its business. It is noi 
possible to predict their outcome. Judgments of dis 
missal have been entered in 11 of these cases am' 
plaintiffs have appealed from those judgments. Th 
remaining 7 cases are in various preliminary pro 
cedural stages. The Company intends to defend itseii 
vigorously in all of these cases. 

Management believes that the charges made 
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against the Company in these pending lawsuits are 
not justified and that it is unlikely that these lawsuits 
will have a material effect on the financial condition of 
the Company. 

QUARTERLY DATA (Unaudited) 

Refer to page 3 for the sales, gross margin and net 
earnings for each quarter of 1978 and 1977. 

REPLACEMENT COST (Unaudited) 

Securities and Exchange Commission (SEC) rules 
require us to include information on estimated re¬ 
placement cost for certain assets and the effect of 
such cost on the related expenses in our Form 10-K 
annual report to be filed with the SEC. The current re¬ 
placement cost of our inventories and productive 
capacity and the related cost of sales and deprecia¬ 
tion calculated using replacement costs are generally 
higher than the comparable historical costs. For rea¬ 
sons stated in that report, management believes that 
this replacement cost information cannot be used 
either to determine reliably the effect of inflation on 
the Company’s financial position and results of oper¬ 
ations or to make comparisons of Lucky with other 
companies. 

SUMMARY OF ACCOUNTING POLICIES 

Lucky’s accounting policies conform with generally 
accepted accounting principles, are appropriate to the 
Company’s business and are consistently applied. 
The significant policies are described here to aid in 
understanding and evaluating the financial state¬ 
ments and other information in this report. 

Consolidation: The consolidated financial state¬ 
ments include accounts and operating results of all 
subsidiaries. All significant intercompany accounts 
and transactions have been eliminated. 

Sales include the rent received from concessions in 
membership department stores, but not the sales 


made by the concessions. 

Inventories are valued at the lower of cost (first-in, 
first-out or average) or market. 

Depreciation is computed for the financial state¬ 
ments using the straight-line method and the estimat¬ 
ed useful lives of buildings, fixtures and equipment. 
Leasehold costs and improvements are amortized 
over their estimated useful lives or the remaining 
lease term, whichever is shorter. Any net loss or gain 
on items of property retired or otherwise disposed of 
is charged or credited to income. 

Property under capital leases is amortized on a 
straight-line basis over the life of the lease. 

Maintenance and repairs are charged to expense as 
incurred and major improvements are capitalized. 

Investment tax credits reduce income taxes in the 
year eligible equipment is put into use. 

Preopening costs of new stores are charged to ex¬ 
pense in the year the store opens. These costs are pri¬ 
marily labor to stock the store, preopening advertis¬ 
ing, store supplies and other expendable items. 

Closed store costs: Future costs relating to closed 
stores are charged to income in the year the costs can 
be determined, usually when the store is subleased 
for the remaining term of the lease. 

Pension plan costs, including current service costs 
and amortization of past service costs (generally over 
30 years), are charged to expense and funded by con¬ 
tributions to the Trusts each year. 

Excess of cost over net assets acquired relates to 
acquisitions before 1971. The amounts assigned to 
operations which management has determined to 
have a limited life are amortized using the estimated 
remaining life. The remainder is not being amortized, 
because management believes it represents an asset 
with continuing value. 


Report of Independent Accountants 


I rice 

YY^temouse 


&lCOo 


To the Board of Directors and Shareholders of Lucky Stores, Inc. 


Oakland, California 
March 16,1979 


In our opinion, the consolidated financial statements appearing on pages 15 through 22 of this report present 
fairly the financial position of Lucky Stores, Inc. and its subsidiaries at January 28,1979 and January 29,1978 
and the results of their operations and the changes in their financial position for the fiscal years then ended, in 
conformity with generally accepted accounting principles applied on a consistent basis after restatement for 
the change, with which we concur, in the method of accounting for capital leases as described in the financial 
review. Our examinations of these statements were made in accordance with generally accepted auditing 
standards and accordingly included such tests of the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 


PRICE WATERHOUSE & CO. 


22 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



10 Year Summary (n 

(dollars in thousands 
except per share amounts) 


52 Weeks 
1978 


52 Weeks 
1977 


52 Weeks 
1976 


52 Weeks 
1975 


52 Weeks 
1974 


53 Weeks 
1973 


52 Weeks 
1972 


52 Weeks 
1971 


52 Weeks 
1970 


52 Weeks 
1969tt 


SALESf 

Percentage Increase Over Prior Year 
10 Year Compounded Rate of Increase 
Average Annual Sales Per Food Unit 


$4,658,409 $4,035,369 $3,637,754 

15.4 10.9 12.7 

15.6 

6,794 6,043 5,761 


5,530 


EARNINGSf 
Before IncomeTaxes 
Income Taxes 
Net Earnings 

Percentage Increase Over Prior Year 
10 Year Compounded Rate of Increase 
As a Percent of Sales 

As a Percent of Common Shareholders' Equity 
Earnings Per Share - Primary 
Earnings PerShare- Fully Diluted 


$ 156,184 
75,784 
80,400 


24.3 

1.72 

1.64 


$ 128,907 
62,432 
66,475 
27.3 


1.6 

23.8 


1.34 


$ 101,013 
48,774 
52,239 
1.9 


$ 99,337 

48,079 
51,258 
18.1 


$ 85,253 $ 69,572 

41,836 33,426 

43,417 36,146 

20.1 7.2 

1.6 1.5 

21.4 19.8 

.94 .78 

.93 .78 


$ 63,408 $ 64,940 

29,674 32,097 

33,734 32,843 

2.7 11.9 

1.6 1.8 

20.8 23.4 

.79 .78 

.78 .76 


$ 59,280 $ 51,615 

29,932 27,437 

29,348 24,178 

21.4 41.5 

1.8 1.8 

25.5 27.3 

.71 .61 

.69 .58 


DIVIDENDS 

Total Cash Dividends Paid on Preferred Shares* 
Total Cash Dividends Paid on Common Shares 
Percentage of Net Earnings 
Dividends Paid Per Common Share 
In Cash 
In Shares 

Common Stock Distribution 


37,408 

46.7 

.83 

3% 


29,565 

46.2 

.71 

3% 


25,309 

50.4 


.63 

3% 


23,062 

45.4 

.58 

3% 


$ 255 $ 347 $ 371 

19,501 16,961 15,377 

45.5 47.9 46.7 


12,810 

40.0 


$ 


224 

10,960 


$ 


.46 

3% 


.42 .40 

3% 3% 

100% 


.34 .29 

3% 3% 

100% 


SHAREHOLDERS 

Number of Common Shareholders of Record 
Number of Common Shares Outstanding 
Price Range of Common Shares on NYSE 


39,373 

47,137,956 

18.50-12.62 


38,694 

42,022,784 

15.85-12.62 


38,387 

37,785,811 

15.55-12.01 


38,667 

36,644,229 

15.79-9.55 


38,786 

35,439,796 

12.08-6.66 


36,491 
32,631,050 
13.48-8.52 


33,558 

31,336,231 

18.53-10.99 


29,485 

30,057,642 

18.60-12.81 


25,276 
12,781,766 
15.59-8.88 


23,658 

11,949,766 

12.93-8.62 


OTHER INFORMATION 


Current Assets 
Current Liabilities 
Working Capital 

Long-Term Debt - Operating Companies 
Long-Term Debt - Realty Subsidiaries 
Capital Lease Obligation - Long-Term 
Shareholders' Equity 
Preferred" 

Common 

Per Common Share 

Capital Expenditures - Operating Companies 

Capital Expenditures - Realty Subsidiaries 

Depreciation and Amortization 

Inventories 

Interest Expense, net 

Investment Credit 

Federal and State Income Taxes - Percent 
of Earnings Before Taxes on Income 


$ 580,303 $ 507,441 $ 454,333 


389,882 339,942 293,716 

190,421 167,499 160,617 

59,937 72,172 72,201 

113,476 71,775 64,844 

129,627 126,669 122,141 

2,921 4,426 4,773 

331,430 279,527 242,577 

7.10 6.03 5.24 

57,184 52,100 41,013 

45,365 8,761 13,486 

44,191 40,087 36,144 

475,584 388,760 352,507 

18,500 18,542 17,124 

5,245 4,007 3,382 

48.5 48.4 48.3 


Number of Employees 


55,000 


47,000 45,000 


Years cnor to 1978 have been adjusted (or stock dividends and distributions 

t j-o la'p.ngs (or years 1969 through 1977 restated to reflect poolings o( Interests. Earnings tor years 197 
„ -. 1 . r,-n application of FAS 13, reducing retained earnings (or years prior to 1974 by $7 1 million 


244,897 

146,703 

82,817 

52,983 

111,600 

4,845 

230,382 

4.99 

38,871 

4,000 

33,059 

309,649 

15,609 

3,247 


42,000 
ough 1977 also 


$ 323,604 
244,711 
78,893 


50,434 

114,036 


5,238 

202,587 

4.40 

38,614 

29,778 

275,016 

18,700 

2,052 


39,400 


283,085 $ 244,467 $ 222,123 

209,646 172,885 142,927 

73,439 71,582 79,196 

39,114 42,393 51,571 

51,760 49,702 45,354 


$ 180,257 $ 134,177 

130,293 99,758 

49,964 34,419 

29,563 37,850 

46,342 41,012 


6,502 8,763 

175,884 162,076 

3.86 3.83 

38,445 38,939 

3,310 5,535 

20,023 16,953 

238,738 192,804 

7,397 7,089 

2,069 2,144 


8,061 8,072 

140,241 115,255 

3.36 2.81 

31,897 25,888 

6,250 

14,530 12,694 

161,452 137,016 

6,165 6,209 

777 631 


8,074 

88,567 


8,910 

10,332 

108,167 

4,777 

839 


48.1 

34,000 


46.8 

32,500 


49.4 

31,000 


50.5 

26,000 


53.2 

23,300 
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